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Abstract 
During the last years Romania has adopted restrictive fiscal and budgetary policies, as core strategic decisions of 
fiscal policy targeted to the control on budget deficit and public debt. Our study aims at estimating the impact of these 
policies on the efficiency -accepted system of performance and efficiency 
2008. 
We find a reduction in the aggregate score for public sector efficiency, contrasting with the increase in public sector 
performance aggregate score. As for policy implications, we analyse the main causes and suggest some measures 
which might improve the efficiency of public sector. 
 
 2012 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of The 8th 
International Strategic Management Conference 
 
 
Keywords: Public sector performance, Public sector efficiency, Budget policy, Romania 
1. Introduction 
There is a growing debate in literature on the efficiency of public sector, especially on efficiency 
determinants and their impact on economic growth. The debates tend to focus now on strategies for 
increasing the efficiency of the public sector in order to boost economic competitiveness and foster 
sustainable growth. Moreover, a more efficient public sector is considered to be, in many countries, the 
only way to increase the quantity and quality of provided public goods without deepening budget deficits. 
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Many countries from the European Union are dealing now with high levels of public debt and budget 
deficit, and have to apply tight fiscal and budget policies in order to bring them down to sustainable 
levels. Moreover, in the light of the new EU Fiscal Treaty, governments should increase the adjustment 
effort in the areas of fiscal consolidation and structural reforms, in order to increase the control of 
structural deficits. All these measures should take into considerations the impact on the long run, not only 
on budget deficits and public debt, but also on the efficiency of the public sector and on economic 
competitiveness. From this point of view, Romania could be taken as an example for how restrictive 
budget policies have negatively affected public sector performance and efficiency. In the last three years, 
Romania has undergone some severe reforms in public sector, in the attempt to control general 
government budget deficit and avoid an unsustainable increase of sovereign debt. Among the most 
important reforms were wage cuts for public servants, a reform of education system and welfare 
expenditures, and a more tightened control on expenditures on goods and services. 
 
Using a broadly-accepted system of indicators for public sector performance and efficiency, we 
estimate the relative changes in the 
implications, we suggest some measures which might improve efficiency of public sector. 
 
The study begins with a literature review on the public sector efficiency and the indicators of 
performance and efficiency. Research methodology and results will follow in the next sections. The 
results of the analyses will be discussed and recommendation will be provided in the last section.  
2. Literature review 
The concept of efficiency is a key concept in the study of the public spending and taxation. Many 
economists tend to measure the output in public sector activities on the basis of the budgeted allocation: 
the higher the expenditure, the higher the benefit. In contrast with this traditional view there are studies 
showing that a clear distinction should be made between the size of expenditures and the size of the 
benefits (Tanzi, 1974), and between output and outcome (Afonso et al., 2003). Decision taking is too 
often based on the costs and on the outputs of public funded activities, instead of the outcomes of the 
activities. Estimation of costs and outputs are still at the core of budget policies, even if there is some 
recent progress toward the estimation of marginal costs via marginal tax burdens. Literature has stressed 
the importance of shifting the focus in the allocation of public funds from the amount of resource used, or 
the specific inputs for a program, to the outcomes achieved (Persson & Tabellini, 2001, Hauner & Kyobe, 
2008). 
 
The adequate measurement of Public Sector Performance (PSP) and Public Sector Efficiency (PSE) is 
a difficult empirical issue and the literature on it is rather scarce. Tanzi & Schuknecht (2000) and Afonso 
et al (2003) set the theoretical background for assessing PSP and PSE, while other studies (Afonso et 
al.2010, Breuss et al. 2005, Angelopoulos et al. 2008) have estimated the scores for PSP and PSE for a 
number of selected countries. These studies found important differences among countries, especially 
when comparing newly member states of EU with high-performing countries in Asia, but also among 
developed countries. Based on the computation of relative PSP and PSE scores, authors found a 
significant correlation between the size of public sector and its performance and efficiency. Antonis et al. 
(2010) have estimated relative efficiency scores for five disaggregated accounts of public spending as 
well as for aggregate public spending. Their research on the forces that shape PSE showed that individual 
country characteristics and the effect of mere luck are less important than governance in determining the 
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PSE score. A few studies, which have focused on the main functions of public sector functions, found 
significant inefficiencies between countries. Among them the most cited are Clements (2002) and St 
Aubyn (2003) for education spending, Afonso et al. (2005) for PSP expenditure in the OECD, Afonso 
and St Aubyn (2006) for efficiency in providing health and education in OECD countries. De Borger et 
al. (1994), De Borger & Kerstens (1996) and Afonso & Fernandes (2006) find evidence of spending 
inefficiencies for the local government sector. 
sector performance and efficiency is still very limited. Most of the studies focused on measuring PSP and 
PSE on a relative basis, for a panel of selected countries. 
 
only one study (Mihaiu et al., 2010) has tried to estimate the 
performance and efficiency, but only for pre-crisis period. Their study, based on relative measurement of 
the average value for EU countries, with a single performance indicator over the average, that of 
economic performance. 
3. Methodology 
We are using for the estimation of public sector performance and efficiency the set of indicators 
developed by Afonso et al. (2003). These indicators are based on the distinction between public sector 
performance, defined as the benefits of public activities, and public sector efficiency, defined as the ratio 
of performance indicators and relevant public spending. The indicators are constructed for the whole 
government and also for its main functions. The first set of performance indicators, called opportunity 
indicators, are derived from the role of the government in providing opportunities and a level playing 
field for the market process (administration, education, health-care and infrastructure), whereas the 
second set, called Musgravian are derived from the traditional tasks of the government, i.e. allocation, 
distribution and stabilisation. The opportunity indicators reflect the quality of interactions between fiscal 
and budgetary policies and market mechanisms. Musgravian indicators reflect the benefits of interaction 
between government decisions and market mechanisms. One should note that the distinction between 
these indicators is artificial, being used only for methodological purposes. 
 
The computation of overall performance of public sector is based on the evolution of specific 
economic and social indicators (I) for each sector of government activities (j) with the following equation 
(Afonso et al., 2003): 
n
j
jj PSPPSP
1
         (1) 
 
where PSPj = f(IK) and wj are the weights corresponding to each categories. 
 
We determined the change in the global performance 
2009 as the average change in performance indicators, with equation 2: 
 
n
ki
k
K
j II
fPSP          (2) 
 
The weights that are used are very important, and in order to be relevant they should be derived from 
an welfare function. We are using equal weights in our study, based on the results of Hauner & Kyobe 
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(2008), which have found insignificant differences in PSP scores with equal weights and different 
weights. Another important aspect in the computation of PSP score for Romania is that we used the 
values of relevant indicators for 2011 (or 2010, where values for 2011 are not available) and 2008, instead 
of their average for a ten years period, as most of the studies did. We are interested in catching the impact 
of budgetary measures adopted in 2009 and 2010, and we think that the use of ten years average would 
mitigate the variations too much. 
 
The change in PSE is computed as the average of changes in PSE indicators, relating each 
performance indicator with the amount of relevant public expenditure (PEX) that is used to achieve a 
given performance level, using the following formula: 
 
n
j
j
j
PEX
PSP
PSE
1
,         (3) 
 
The values taken into account for public expenditures are also for 2011 and 2009, based on the same 
reason as for the computation of PSP indicators.  
4. Measurement of the changes in PSP and PSE for Romania between 2008 and 2011 
First we measured the changes in the opportunity indicators for Romania in 2011 and 2008, in order to 
compute the changes in public sector performance. Table 1 shows the relative changes in the values of 
these indicators, between 2008 and 2011. 
Table 1. Opportunity indicators of the public sector performance in Romania during 2008-2011 
  Indicators Value for 
2008 
Value for 2011 (or latest 
available) 
Changes 2011/2008 (in 
%) 
Corruption Perception Index 1 (good)- 7 
(bad) 
3,8 3,7  +2,63 
Red tape (burden of regulation) 1- 7 (good) 4,10 2,8  +31,70 
Quality of judiciary index (1-7, good) 4  3,1  -22,5 
Shadow economy index  (% of GDP) 29,4 30,2  -2,72 
X1 Administrative 2,27 
Quality of math and science education index  4,9 4,5 -8,16 
Gross secondary education enrollment ratio 91,6   94,5 +3,16 
X2 Education  -4,99 
Life expectancy at birth (years) 73,2 73,3 +0,13 
Infantility mortality rate 11 10 +9,09 
X3 Health  4,61 
X4 Public infrastruture 2,4  2,3 -4,16 
Source own calculations based  on Global Corruption Report (2010), 
Schneider, F. (2011),  European Commission (2012),  National Institute of Statistics Database (2012),  Schwab, K. 
(2011 and 2008). 
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The first opportunity indicator, X1  administrative, has a positive but low change in 2011, compared 
for fighting corruption, bureaucracy, whereas for the other two sub-indicators the values worsened in 
2011 compared to 2008.  
Although the value for the Corruption Perception Index was lower in 2011 compared to 2008, its high 
value, compared with the one registered in other countries, highlights unconvincing performance in terms 
of corruption perception in Romania. According to Transparency International Romania (2010), in 2009 
Global Corruption Barometer underlines the serious issues that our country is still facing in dealing with 
corruption. Among the institutions affected by corruption, the political parties and the Parliament held the 
top positions, followed by the judiciary system. Among the causes of corruption, the major ones are the 
dual state-private structure of the economy, the size of the shadow economy, the structure and the 
functioning of the governance system. There are also individual factors triggering corruption, such as the 
rent seeking behavior (public officials see their positions as an opportunity for personal gain) and a low 
civic engagement. 
 
Special attention should be given also to other two opportunity indicators from the field of education 
(X2) and health care (X3). For the period 2008-2011, the increased value for the performance indicator of 
the healthcare system is triggered by the improvement of results obtained for life expectancy at birth and 
infantile mortality rate. For education, the indicators analyzed have not recorded a similar dynamic. As 
can be seen from Table 1, the performance in math and science has recorded a downward trend, while for 
secondary school enrollment ratio the evolution has been one slightly increasing compared to 2008. Based 
on these findings, we believe that the strategy for the allocation of financial resources to areas such as 
education or health, traditionally based on indicators and standards, should accommodate new criteria, 
such as the return rate to investment. Cost-benefit analysis could be an important tool in making key 
strategic decisions on the amount and the types of investments in education and health care. 
 
The analysis of indicators shown in Table 2 illustrates that measures taken after 2008 
and distributions.    
indicators of public sector performance in Romania between 2008 and 2011  
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Indicators Value for 2008 Value for 2011 (or latest 
available) 
Changes 2011/2008 
(in %) 
X5 Distribution 
Gini Index 100 (0 -perfect equality, 
100- perfect inequality) 
31.2 33.3  -6.7 
Coefficient of variation of GDP growth 
1998-2008; 2001-2011 
0.66 0.43 +34.84 
Average rate of inflation, 1998-2008; 
2001-2011 
23.93 11.83 +50.56 
X6 Stability 42.7 
Average growth rate of real GDP, 1998-
2008; 2001-2011 
4.55 3.92 -13.84 
Average rate of unemployment, 1998-
2008; 2001-2011 
6.7 7.0 -4.47 
GDP per capita (PPS)  11,700 11,400 -2.56 
X7 Allocation -6.95 
Source provided by European Commission ( 2012) and World Bank (2012) 
 
The distribution indicator (Gini index) slightly increased between 2011 and 2008, showing a 
deepening deviation of the distribution of income among individuals or households within the economy, 
from a perfectly fair distribution. A worsening in distributional equity between 2011 and 2008, after eight 
years of improvement (Tanzi, 2008), demonstrates that costs for reaching economic stability have not 
been equitable distributed. In our opinion, the reason for this result is the public expenditures cut by 25% 
for all public servants without a differentiation based on the level of income. At the same time, another 
contributing factor to equity erosion was the VAT increase from 19% to 24%, being well-known the 
regressive and inequitable nature of consumption taxes. 
 
The values of performance in allocation sub-indicators also show a decrease. However, this should be 
place in the economic and social context of the global crisis. The increase of unemployment has been 
determined by the public sector lay-offs but also by the decrease of economic activity in the private 
sector. The decrease registered in two indicators, GDP per capita and the ten year GDP growth rate, was a 
result of the international context rather than of the allocation decisions made by public authorities. 
 
Using the method outlined in section 3, we compute the variation of public sector aggregate 
. The PSP variation between 2011 and 2008 
is the following: 
 
 %78.2695.67.427.616.461.499.427.2PSP   
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The result obtained can be interpreted, in our opinion, as an improvement of Romanian public sector 
performance in 2011 compared to 2008. Factors which had a greater positive impact were those of 
stability (coefficient of variation of GDP growth and average rate of inflation), health care and 
administrative indicators (especially the index of corruption and bureaucracy). On the opposite side, 
negative relative changes were recorded for the distribution and allocation indicators (average growth rate 
of real GDP, average rate of unemployment, GDP per capita). 
 
The change in value of public sector efficiency aggregate score 
computed by dividing the relative changes of performance indicators to the relative changes in relevant 
public expenditure for achieving that performance ( PEX), according to the following equation:  
 
7
7
6
6
5
5
4
4
3
3
2
2
1
1
n
1j
j
j   (4) 
 
where: 1 (% to GDP)  it is a proxy for input to produce administrative outcomes,  2  (% to 
GDP) is the variation of public education expenditures, 3 (% to GDP) is the variation of health 
4  ( % to GDP) is the variation of public investment and 5; 6; 7  (% to 
GDP) are the variations in total public expenditures.  
 
The result obtained for the variation of public sector efficiency is the following:  
 
PSE = 0.12-0.20+0.44-0.11-1.46-9.32-1.52=-11.62% 
 
As may be seen, in 2011 compared to 2008, for the indicator of public sector efficiency the sum of the 
relative changes for the sub-indicators, computed by dividing index variation in performance to the 
variation in specific public expenditure, was negative. We are aware that our conclusions might be 
affected by the time range, quite restrictive compared to other studies. However, the obtained result is 
very interesting, showing, in contrast with the one obtained for the variation of public sector efficiency, a 
decrease of the public sector aggregate efficiency. By adding the variation of the public expenditures that 
are relevant for achieving efficiency, we suggest that positive variations registered for performance 
indicators are valid, based on costs, only for administration and health care sectors. 
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5. Discussions 
In order to find the main causes of such a result, one must look at the dynamics of total public 
expenditures, related to GDP, and also on the dynamics of main functional and economic categories of 
public expenditures. According to Ministry of Public Finance statistics, for the period 2008-2011, total 
public expenditure have registered a slight decrease, of 4.58% of GDP, mainly as a result of the fiscal-
budgetary package of measures adopted by the Romanian Government in the context of economic and 
financial crisis. A efficiency recorded a significant 
decrease. If in the case of the analysis strictly based on performance, the result for economic stability was 
positive, now we obtain a negative one. In our opinion, the results prove that government decisions 
targeting the reduction of public expenditures were not rational and they lack a medium or long term 
assessment of their effects. 
 
performance criterion in the 2009 agreement with IMF, World Bank and EU Commission. Public 
expenditure with goods and services, in 2011 as compared to 2008, have decreased with 19.44%, and 
public investments (capital expenditure and investment transfers) recorded in 2011 a drop of 36.36% 
compared to 2008, from 6.6% of GDP (European Commission, 2012) to 4.2 % of the GDP (
Ministry of Public Finance, 2012). In our opinion, it is not the cut of the public expenditures per se that 
generated the decrease of public sector efficiency, but rather the measures taken to reduce them. Under 
the circumstances, the decision of flat reduction in public expenditures, without any differentiation such 
as the activity sector and the performance of public institutions is debatable. For example, all public 
serv
profound effect on its performance. 
 
Also, the government did not prove to have a strategic vision on its fiscal budgetary policy. Measures 
taken were repea
salaries has been followed by a structural reconsideration of the salaries in 2011. In most cases, this meant 
the loss of several salary gains and bonuses that added up to a real cut of more than 40%. The same thing 
happened when government decided to cut pensions with 15% failed and it was quickly replaced by the 
increase of VAT standard rate by 5%, reaching at 24% standard rate. This decision affected price 
stability, purchasing power and ultimately, consumption. In Romania it is found a usual practice in the 
last few years of reduction the amount originally allocated for public investment and reallocation of those 
amounts to current expenditure, although the fiscal-budgetary responsibility law no. 64/2010 prohibits 
this (Article 6, paragraph g). Also, the reform of education system and pension system amplified the 
instability climate affecting the government position itself, the country being on the verge of a political 
crisis as well. 
 
Looking at other public expenditures, one can see that the share of education public spending in GDP 
has been reduced with 24.44%, from 4.5% of GDP in 2008 to 3.4% of GDP in 2010 (European 
Commission, 2012). This share is very low, compared with the average share registered for the EU 
member states, of 5.5% of GDP in 2010 (European Commission, 2012). This contrasts with government 
strategy, because the Law for education, no. 10/2011, states an increase in funding (from the state and 
local budgets) to at least 6% of GDP. For health, the share of public expenditure in GDP recorded 
increases by 10.52%, from 3.8% in 2008 to 4.2% of GDP in 2010 (European Commission, 2012).  
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Even though the achievements for control over the budget deficit and for stabilization of the economy 
in Romania are remarkable, compared to other countries in the region, the capacity of the public sector to 
efficiently work in the long run is going to be diminished irrational decisions. We 
believe that rationalization of public expenditures cannot be seen as a mandatory requirement for 
reducing the volume of public expenditures, but rather it has to rely on the rationality of viable options, 
concerning not only their dimension and structure, but also their outcomes. Under these circumstances, 
the assessment of public actions efficiency, in aggregate and in different sectors, could be prove a useful 
strategy for the allocation of public funds, based on rationality criteria. Further research, using Data 
Envelopment Analysis, is needed to estimate the correlation between inputs and outputs for the main 
components of public sector. Moreover, the use of a Tobit regression (Afonso, 2010) might prove very 
useful in estimating the impact of non-discretionary factors. 
 
In our opinion, a greater part of efforts necessary to increase efficiency of public sector in Romania 
must be channeled towards measuring the outcomes of public administration and provide a funding based 
on the outcomes. For education, as well as for health care, the solution to improve efficiency lies also in 
matching the amounts allocated to the results obtained. Education and health care budgets should be 
managed with more focus on performance and returns, rather than by inertia. Consistent results in 
increasing the efficiency of public sector could also be obtained, in our opinion, by adopting measures to 
increase the transparency and fiscal-budgetary responsibility of government, which would make a 
contribution to alleviate the pro-cyclical character of fiscal-budgetary policy (Dinga, 2009). In this 
respect, we have to point very important steps already taken, as the adoption of fiscal responsibility law in 
2010. Also, the adjustment of the legislation according to the requirements of EU Fiscal Treaty will have 
a significant contribution to the fiscal responsibility of governments. Regarding the equity in distribution, 
we think that there is still potential for significant improvement of public sector performance. In our 
opinion, efforts must be channeled towards construction of a social protection system less universal and 
more focused on identifying the vulnerable groups and their specific needs. 
6. Conclusion 
Our study highlighted the most important changes in the determinants of public sector performance 
and efficiency between 2011 and 2008. 
public sector in 2011 compared to 2008, which is mainly due to improvements in scores for red-tape, 
bureaucracy and health-care, from the opportunity class of indicators, and to an increase in the stability 
score, from the Musgravian class. When computing the PSE score, using the ratio between performance 
indicators and the amount of relevant public expenditures used to achieve the performance, we obtained a 
negative result, showing a decrease of the public sector aggregate efficiency. The improvements in 
performance are validated, based on resources used, only for administration and health care sectors. 
ector efficiency recorded a significant deterioration. 
 
In our opinion, this proves a lack of strategic thinking, because government decisions targeting the 
reduction of public expenditures were not based on an assessment of their effects in the long run. Even 
though the achievements for control over the budget deficit and for stabilization of the economy in 
Romania are remarkable, compared to other countries in the region, we believe that the capacity of the 
public sector to efficiently work in the long ru . 
Among of the most important measures with negative impact on public sector efficiency were, in our 
opinion, the undifferentiated reduction in salaries of public servants and the increase of VAT standard 
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rate with 5%. Evolutions in the following years showed the same lack of strategy in fiscal and budgetary 
policies, measures being repeatedly revised in the spur of the moment.  
 
The assessment of public actions efficiency, in aggregate and in different sectors, must become an 
essential requirement for the strategic management of public funds. Increased efforts are needed, 
especially for measuring the outcomes of public administration, education and health-care, and cost-
benefit analysis could be used as a key tool in decision making process. Significant results in increasing 
the efficiency of public sector could also be obtained, in our opinion, by adopting measures to increase 
the transparency and fiscal-budgetary responsibility of government, which would make a contribution to 
alleviate the pro-cyclical character of fiscal-budgetary policy. Regarding the equity in distribution, we 
believe that efforts must be channeled towards construction of a social protection system less universal 
and more focused on identifying the vulnerable groups and their needs. 
 
We are aware that our conclusions might be affected by the time range, quite short compared to other 
studies. Further research is needed to estimate the correlation between inputs and outputs of the main 
components of public sector and to measure the impact of non-discretionary factors. 
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